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7KH 8. H[SHULHQFHG D PDMRU UHVLGHQWLDO UHDO HVWDWH ERRPEXVW F\FOH IURP WKH
PLG(LJKWLHV WR WKH PLG1LQHWLHV DFFRPSDQLHG E\ XQSUHFHGHQWHG VKLIWV LQ WKH
RZQHU RFFXSDQF\ UDWH RI \RXQJ KRXVHKROGV 3UHYLRXV HPSLULFDO DQDO\VHV KDYH
SRLQWHG WRZDUG LQFRPH FKDQJHV DQG nQDQFLDO GHUHJXODWLRQ DV WKH OLNHO\ FDXVHV RI
WKLV HSLVRGH ZLWK OLWWOH WR VD\ DERXW WKH GLmHUHQWLDO HmHFWV RQ YDULRXV DJH JURXSV
:H VKRZ WKDW LQ D OLIHF\FOH PRGHO ZLWK LQFRPH KHWHURJHQHLW\ DQG FUHGLW FRQ
VWUDLQWV WKH REVHUYHG FRPRYHPHQWV RI KRXVLQJ SULFHV DQG RZQHU RFFXSDQF\ UDWHV
FDQ EH H[SODLQHG DV DQ HTXLOLEULXP UHVSRQVH WR LQFRPH DQG FUHGLW PDUNHW VKRFNV
2XU nQGLQJV VXJJHVW WKDW WKH nQDQFLDO OLEHUDOLVDWLRQ RI WKH HDUO\ (LJKWLHV ZDV FUX
FLDO IRU WKH XQSDUDOOHOHG LQFUHDVH LQ WKH RZQHU RFFXSDQF\ UDWH RI \RXQJ KRXVHKROGV
GXULQJ WKH ERRP
 ,QWURGXFWLRQ
7KH 8. KRXVLQJ PDUNHW H[SHULHQFHG D ODUJH ERRP EHWZHHQ  DQG  IROORZHG E\
D EXVW IURP  WR  7KH KRXVLQJ ERRP RFFXUUHG GXULQJ D SHULRG RI UDSLG *'3
JURZWK DQG IROORZHG WKH GHUHJXODWLRQ RI WKH PRUWJDJH PDUNHW 7KH EXVW FRLQFLGHG ZLWK
D JHQHUDO UHFHVVLRQ 7KLV SDSHU DVVHVVHV WKH UHODWLYH FRQWULEXWLRQV RI LQFRPH DQG FUHGLW
PDUNHW FKDQJHV WR WKLV KRXVLQJ F\FOH :H nQG WKDW LQFRPH JURZWK DORQH FDQQRW H[SODLQ
WKH XQSUHFHGHQWHG LQFUHDVH LQ WKH RZQHU RFFXSDQF\ UDWH RI \RXQJ KRXVHKROGV REVHUYHG
GXULQJ WKH ERRP 8QGHUVWDQGLQJ ZKHWKHU WKLV LQFUHDVH DQG LWV LPSOLHG ULVH LQ PRUWJDJH
GHPDQG ZDV GXH WR LQFRPH RU FUHGLW PDUNHW VKRFNV LV LPSRUWDQW LQFRPH VKRFNV DUH
OLNHO\ WR EH UHSHDWHG ZKHUHDV WKH LQVWLWXWLRQDO FKDQJH RQ WKH PRUWJDJH PDUNHW RI WKH
HDUO\ (LJKWLHV ZDV D XQLTXH HYHQW
)LJXUH  SUHVHQWV UHDO KRXVLQJ SULFH GDWD IRU WKH 8. IURP  WR  +RXVLQJ
SULFHV LQFUHDVHG E\  SHUFHQW EHWZHHQ  DQG  WKHQ GURSSHG E\  SHUFHQW 7KH
e7KLV YHUVLRQ  2FWREHU  :H ZRXOG OLNH WR WKDQN /HRQDUGR )HOOL (U]R /XWWPHU DQG 5RPDLQ
:DF]LDUJ IRU LQVLJKWIXO FRPPHQWV DQG WKH 6WXGLHQ]HQWUXP *HU]HQVHH IRU LWV KRVSLWDOLW\ GXULQJ WKH 
(XURSHDQ 6XPPHU 6\PSRVLXP LQ )LQDQFLDO 0DUNHWV
\'HSDUWPHQW RI (FRQRPLFV /RQGRQ 6FKRRO RI (FRQRPLFV +RXJKWRQ 6WUHHW /RQGRQ :&$ $(
8. HPDLO IUDQFRLV#HFRQOVHDFXN
]*UDGXDWH 6FKRRO RI %XVLQHVV 6WDQIRUG 8QLYHUVLW\ 6WDQIRUG &$  86$ HPDLO
UDG\ VYHQ#JVEVWDQIRUGHGX
Fig. 1: UK real house price index, Fig.2: UK real house price indices,
adjusted for changes in the mix of properties mortgaged adjusted for changes in the mix of properties mortgaged
(Source: Housing Finance) (Source: Housing Finance)
Fig. 3: UK real GDP Fig. 4: Average advances to first-time buyers






























































































































































 2SULFH oXFWXDWLRQV RI UHSHDW EX\HU SURSHUWLHV ZHUH ODUJHU WKDQ WKRVH RI nUVWWLPH EX\HU
SURSHUWLHV )LJXUH  7KH KRXVLQJ ERRP ZDV DFFRPSDQLHG E\ D SHULRG RI KLJK *'3
JURZWK WKH KRXVLQJ EXVW E\ D UHFHVVLRQ )LJXUH 
7KH HDUO\ (LJKWLHV DOVR ZLWQHVVHG WKH OLEHUDOLVDWLRQ RI WKH PRUWJDJH PDUNHW LQ WKH 8.
,Q  EDQNV ZHUH DOORZHG WR FRPSHWH RQ WKDW PDUNHW DQG UDSLGO\ JDLQHG PDUNHW VKDUH
6WDUWLQJ LQ  EXLOGLQJ VRFLHWLHV WKH PDLQ PRUWJDJH SURYLGHUV VDZ UHVWULFWLRQV RQ
WKHLU DFWLYLWLHV OLIWHG 0XHOOEDXHU DQG 0XUSK\  $ GLUHFW HmHFW RI WKLV LQVWLWXWLRQDO
FKDQJH ZDV LQFUHDVHG FRPSHWLWLRQ RQ WKH PRUWJDJH PDUNHW ZKLFK FRLQFLGHG ZLWK D ULVH
LQ DGYDQFHV WR nUVWWLPH EX\HUV DV D SURSRUWLRQ RI SURSHUW\ SULFH )LJXUH  :KLOH WKLV
GDWD GRHV QRW SURYLGH GLUHFW HYLGHQFH RQ OHQGHUV
 EHKDYLRXU LW GHPRQVWUDWHV WKDW \RXQJ
KRXVHKROGV ZHUH DOORZHG WR ERUURZ D KLJKHU SURSRUWLRQ RI WKH SULFH RI WKHLU SURSHUW\ WKDQ
SULRU WR FUHGLW PDUNHW OLEHUDOLVDWLRQ
3UHYLRXV LQYHVWLJDWLRQV RI WKLV HSLVRGH LQFOXGH WKH ZRUN RI 0XHOOEDXHU DQG 0XUSK\
  .LQJ  +ROPDQV  DQG 6LPRQV  5HO\LQJ RQ UHJUHVVLRQ
DQDO\VHV 0XHOOEDXHU DQG 0XUSK\ FRQFOXGH WKDW FXUUHQW LQFRPH DQG VKRUW UXQ GHPR
JUDSKLFV ZHUH WKH PRVW LPSRUWDQW IDFWRUV EHKLQG WKH ERRP EXW WKDW WKH LQFUHDVH LQ
KRPH RZQHUVKLS ZDV GXH WR WKH FUHGLW PDUNHW OLEHUDOLVDWLRQ DQG H[WUDSRODWLYH SULFH H[
SHFWDWLRQV .LQJ RQ WKH RWKHU KDQG DUJXHG WKDW WKH LQFUHDVH LQ GHPDQG IRU KRPH
RZQHUVKLS FRXOG EH H[SODLQHG E\ DQ LQFUHDVH LQ UHDO SHUPDQHQW LQFRPH
6LPRQV IXUWKHUHG WKH GHEDWH ZLWK D GHVFULSWLYH DQDO\VLV RI YDULRXV DJH JURXSV 6KH
UHSRUWV WKDW WKH  \HDU ROG KRXVHKROGV H[SHULHQFHG WKH KLJKHVW LQFRPH ULVH GURS
  SHUFHQW YHUVXV   SHUFHQW IRU WKH  \HDU ROGV DQG 
 SHUFHQW IRU *'3 RYHU WKH   SHULRG 6KH DOVR nQGV WKDW WKH
RZQHU RFFXSDQF\ oXFWXDWLRQV ZHUH PRUH GUDPDWLF IRU WKH  \HDU ROG 7KHLU RZQHU
RFFXSDQF\ UDWH LQFUHDVHG IURP  SHUFHQW LQ  WR  SHUFHQW LQ  EHIRUH GH
FUHDVLQJ WR  SHUFHQW LQ  IRU WKH  \HDU ROGV WKH nJXUHV DUH   DQG
 SHUFHQW UHVSHFWLYHO\ +ROPDQV SURYLGHV IXUWKHU HYLGHQFH RI DQ XQSDUDOOHOHG LQFUHDVH
LQ nUVWWLPH SXUFKDVHV GXULQJ WKH ERRP DQG D GLVDSSHDUDQFH RI nUVWWLPH EX\HUV GXULQJ
WKH EXVW￿ +H VKRZV WKDW GHPRJUDSKLF FKDQJHV IDOO VKRUW RI H[SODLQLQJ WKH LQFUHDVH LQ
nUVWWLPH SXUFKDVHV GXULQJ WKH ERRP RU WKH GHFUHDVH GXULQJ WKH EXVW
7KH SUHVHQW SDSHU GHYHORSV DQ HTXLOLEULXP PRGHO RI WKH KRXVLQJ PDUNHW WKDW \LHOGV
VSHFLnF SUHGLFWLRQV IRU WKH EHKDYLRXU RI GLmHUHQW DJH FRKRUWV &RQIURQWLQJ WKHVH SUH
GLFWLRQV ZLWK WKH GDWD RQ \RXQJ KRXVHKROGV ZH JDLQ QHZ LQVLJKWV LQWR WKH UHODWLYH
FRQWULEXWLRQV RI LQFRPH DQG FUHGLW PDUNHW VKRFNV WR WKH 8. KRXVLQJ F\FOH RI WKH (LJKWLHV
DQG HDUO\ 1LQHWLHV :H EXLOG RQ WKH WKHRU\ SURSRVHG LQ 2UWDOR0DJQu H DQG 5DG\ 
ZKLFK H[SODLQV YDULRXV DVSHFWV RI KRXVLQJ PDUNHW oXFWXDWLRQV E\ UHODWLQJ WKHP WR RE
VHUYHG FUHGLW PDUNHW FRQVWUDLQWV OLIHF\FOH SDWWHUQV RI KRXVLQJ FRQVXPSWLRQ DQG LQFRPH
DQG SUHIHUHQFH KHWHURJHQHLW\ 7KH WKHRU\ KLJKOLJKWV WKH SULPDU\ UROH RI \RXQJ KRXVH
KROGV
 LQFRPH DQG FUHGLW PDUNHW FRQGLWLRQV ,Q 6HFWLRQ  EHORZ ZH H[WHQG D YHUVLRQ RI
￿+ROPDQV
 VWXG\ DV ZHOO DV WKH GDWD UHSRUWHG LQ )LJXUHV  DQG  H[FOXGHV VLWWLQJ WHQDQW SXUFKDVHUV
IURP ORFDO DXWKRULWLHV DV WKH\ UHSUHVHQW D VHSDUDWH PDUNHW RZLQJ WR WKH ODUJH LQVWLWXWLRQDO SULFH GLVFRXQW
WKH\ HQMR\HG IROORZLQJ OHJLVODWLYH FKDQJHV LQ WKH (LJKWLHV
RXU HDUOLHU PRGHO LQ D ZD\ WKDW SUHVHUYHV LWV WUDFWDELOLW\ DQG DOORZV D GHWDLOHG DQDO\VLV
RI oXFWXDWLRQV LQ RZQHU RFFXSDQF\
.LQJ  $WWDQDVLR DQG :HEHU  DQG RWKHUV KDYH SURYLGHG HYLGHQFH WKDW
KRXVHKROGV
 H[SHFWDWLRQV RI IXWXUH LQFRPH FKDQJHG LQ WKH PLG(LJKWLHV UHDFWLQJ WR VWHDG\
SURGXFWLYLW\ JDLQV VLQFH WKH VWDUW RI WKDW GHFDGH 7R WKH H[WHQW WKDW KRXVHKROGV IHOW
SHUPDQHQWO\ ULFKHU ZH FDQ WUHDW WKH LQFRPH LQFUHDVH FRQFXUUHQW ZLWK WKH KRXVLQJ ERRP
DV D SHUPDQHQW LQFRPH VKRFN 2XU PRGHO
V UHDFWLRQ WR VXFK D VKRFN LV DQDO\VHG LQ 6HFWLRQ
 :H VHH D ULVH LQ KRXVLQJ SULFHV EXW FRQWUDU\ WR WKH 8. HYLGHQFH D WHPSRUDU\GHFUHDVH
LQ WKH RZQHU RFFXSDQF\ UDWH RI \RXQJ KRXVHKROGV
,Q 6HFWLRQ  ZH WKHUHIRUH FRQVLGHU WKH UHVSRQVH RI RXU PRGHO WR D UHOD[DWLRQ RI WKH
FUHGLW FRQVWUDLQW :H nQG WKDW VXFK D UHOD[DWLRQ ERRVWV KRXVLQJ SULFHV DQG UDLVHV WKH
RZQHU RFFXSDQF\ UDWHV RI \RXQJ KRXVHKROGV ZLWK WKH VWURQJHVW HmHFW RQ WKH FRKRUW RI
nUVWWLPH EX\HUV ZKLFK LV LQ DJUHHPHQW ZLWK WKH HYLGHQFH 7KLV VXJJHVWV WKDW nQDQFLDO
OLEHUDOLVDWLRQ ZDV FUXFLDO WR WKH 8. H[SHULHQFH LQ WKH VHFRQG KDOI RI WKH (LJKWLHV
'XULQJ WKH UHFHVVLRQ RI WKH HDUO\ 1LQHWLHV 8. SURGXFWLYLW\ FRQWLQXHG WR ULVH ,Q YLHZ
RI WKLV KRXVHKROGV PD\ KDYH SHUFHLYHG WKH LQFRPH GHFUHDVH DW WKDW WLPH DV WHPSRUDU\
7KH UHDFWLRQ RI RXU PRGHO WR VXFK D VKRFN LV H[DPLQHG LQ 6HFWLRQ  :H VHH D WHPSRUDU\
IDOO LQ KRXVLQJ SULFHV DQG RZQHU RFFXSDQF\ UDWHV ZKLFK LV DJDLQ FRQVLVWHQW ZLWK WKH
HPSLULFDO HYLGHQFH
7KXV WR WKH H[WHQW WKDW RXU DVVXPSWLRQV RQ WKH QDWXUH RI LQFRPH VKRFNV FDSWXUH
KRXVHKROGV
 H[SHFWDWLRQV LQ WKH GLmHUHQW SKDVHV RI WKH 8. KRXVLQJ F\FOH RXU PRGHO FDQ
UHFRQFLOH WKH DJJUHJJDWH KRXVH SULFH oXFWXDWLRQV ZLWK WKRVH LQ WKH RZQHU RFFXSDQF\ UDWH
RI \RXQJ KRXVHKROGV
 7KH 0RGHO
:H FRQVLGHU D OLIHF\FOH HFRQRP\ ZLWK WKUHH FRPPRGLWLHV D QXPHUDLUH JRRG oDWV DQG
KRXVHV %RWK W\SHV RI GZHOOLQJ DUH DYDLODEOH LQ n[HG TXDQWLWLHV 6) DQG 6+ UHVSHFWLYHO\
$JHQWV PXVW OLYH LQ D GZHOOLQJ DW DOO WLPHV )ODWV PD\ EH UHQWHG RU RZQHU RFFXSLHG
KRXVHV FDQ RQO\ EH RZQHU RFFXSLHG 5HQWHG oDWV DUH KHOG E\ SULYDWH ODQGORUGV RU EDQNV
,Q DGGLWLRQ WR OLYLQJ LQ D oDW RU KRXVH DJHQWV PD\ DOVR FKRRVH WR UHPDLQ ZLWK D SDUHQW
DW QR FRVW WR WKH SDUHQW 7KLV LV WKH RQO\ FDVH ZKHUH D GZHOOLQJ FDQ DFFRPPRGDWH PRUH
WKDQ RQH DJHQW
(DFK SHULRG D PHDVXUH RQH RI DJHQWV LV ERUQ ZLWK QR DVVHWV $JHQWV OLYH  SHULRGV
(DFK DJHQW LV LGHQWLnHG E\ DQ LQGH[ RU ?QDPH L  >@ 7KLV LQGH[ GHWHUPLQHV WKH VL]H
RI WKH HQGRZPHQW RI WKH QXPHUDLUH JRRG WKDW HDFK DJHQW UHFHLYHV WKH HQGRZPHQW DW GDWH
W IRU DJHQW L RI DJH M LV mLZWM !  ZKHUH WKH FRQVWDQW m! SURYLGHV D PHDVXUH
RI WKH GLVSHUVLRQ RI LQFRPHV :H DVVXPH WKDW WKHUH DUH QR EHTXHVWV RU HTXLYDOHQWO\ IRU
RXU UHVXOWV WKDW QR EHTXHVW LV UHFHLYHG XQWLO DJHQWV KDYH DGYDQFHG D IHZ VWHSV DORQJ WKH
SURSHUW\ ODGGHU￿
￿7KH FUXFLDO DVVXPSWLRQ IRU RXU UHVXOWV LV WKDW WKH KRXVLQJ FRQVXPSWLRQ SDWK RI DW OHDVW VRPH DJHQWV
(DFK DJHQW PD[LPL]HV D WLPHVHSDUDEOH XWLOLW\ IXQFWLRQ RYHU EXQGOHV RI WKH QXPHUDLUH
JRRG DQG WKH W\SH RI KRXVLQJ K I 35)+J ZKHUH 3 5 ) DQG + VWDQG IRU SDUHQWV
UHQWHG oDW RZQHG oDW DQG KRXVH UHVSHFWLYHO\ 7KH LQVWDQWDQHRXV XWLOLW\ LV DVVXPHG
DGGLWLYHO\ VHSDUDEOH LQ WKH QXPHUDLUH DQG KRXVLQJ DQG OLQHDU LQ WKH QXPHUDLUH 8WLOLW\
IURP IXWXUH FRQVXPSWLRQ RI WKH QXPHUDLUH DQG KRXVLQJ LV GLVFRXQWHG E\ D IDFWRU H[FHHGLQJ
   UW IRU DOO W ZKHUH UW LV WKH H[RJHQRXVO\ JLYHQ LQWHUHVW UDWH 7KLV DVVXPSWLRQ
FRPELQHG ZLWK OLQHDU XWLOLW\ DQG D QRQQHJDWLYLW\ FRQVWUDLQW \LHOGV D FRQYHQLHQW RSWLPDO
SODQ IRU FRQVXPSWLRQ RI WKH QXPHUDLUH JRRG DJHQWV SRVWSRQH DOO VXFK FRQVXPSWLRQ XQWLO
WKH HQG RI WKHLU OLYHV 7KH XWLOLW\ GHULYHG IURP KRXVLQJ FRQVXPSWLRQ LV VSHFLnHG VXFK WKDW
OLYLQJ ZLWK WKHLU SDUHQWV LV WKH OHDVW SUHIHUUHG RSWLRQ IRU DOO DJHQWV 2ZQHU RFFXSDWLRQ
RI D oDW LV DOZD\V SUHIHUUHG WR UHQWDO RI oDW 8QWLO DJH  OLYLQJ LQ D KRXVH LV WKH PRVW
SUHIHUUHG RSWLRQ IRU DOO DJHQWV $W DJH  E\ FRQWUDVW DQ DJHQW
V XWLOLW\ SUHPLXP IRU
RZQLQJ D KRXVH UDWKHU WKDQ D oDW GHSHQGV RQ KHU QDPH WKLV SUHPLXP LV X+  sLZLWK
X+   DQG s! ,Q SDUWLFXODU DJHQWV ZLWK QDPHV FORVH WR ]HUR SUHIHU WR OLYH LQ D oDW
DW DJH  7KH SDUDPHWHU s PHDVXUHV WKH GLVSHUVLRQ RI DJHQWV
 KRXVLQJ SUHIHUHQFHV￿
/HQGHUV GR QRW DOORZ ERUURZHUV WR KROG D GHEW KLJKHU WKDQ D n[HG SURSRUWLRQ oR I
WKH YDOXH RI WKH GZHOOLQJ SXUFKDVHG WKH RQO\ FROODWHUDOL]DEOH DVVHW 6R QHW VDYLQJV VW DUH
FRQVWUDLQHG WR VDWLVI\ VW wb oTK
W  ZKHUH TK
W GHQRWHV WKH WLPH W SULFH RI D GZHOOLQJ RI W\SH
K I )+J
7KH WLPLQJ RI WKH PRGHO LV VXFK WKDW DW WKH HQG RI HDFK SHULRG DJHQWV GHFLGH ZKLFK
W\SH RI GZHOOLQJ WR RFFXS\ LQ WKH IROORZLQJ SHULRG H[HFXWH WKH FRUUHVSRQGLQJ WUDQVDFWLRQV
RQ WKH KRXVLQJ DQG FUHGLW PDUNHWV DQG FRQVXPH WKH QXPHUDLUH JRRG :H DVVXPH WKDW
UHQW PXVW EH SDLG LQ DGYDQFH 7KLV PHDQV LQ SDUWLFXODU WKDW GXULQJ WKH nUVW SHULRG RI WKHLU
OLYHV DOO DJHQWV VKDUH WKH GZHOOLQJ RI D SDUHQW *LYHQ DQ LQLWLDO GLVWULEXWLRQ RI GZHOOLQJV
DQG QHW VDYLQJV DFURVV DJHQWV DQG DQ H[RJHQRXV VHTXHQFH RI LQWHUHVW UDWHVIUWJWDS H U I H F W
IRUHVLJKW HTXLOLEULXP LQ WKLV HFRQRP\ LV D VHTXHQFH RI oDW DQG KRXVH SULFHV IT)
W T+
W JW
D VHTXHQFH RI UHQWV I5WJW DQG D VHTXHQFH RI DOORFDWLRQV IFWLMK WLMV WLMJW IRU DOO
QDPHV DQG DOO DJHV VXFK WKDW IRU DOOW WKH DOORFDWLRQ VROYHV HDFK DJHQW
V FRQVWUDLQHG XWLOLW\
PD[LPLVDWLRQ SUREOHP WKH oDW DQG KRXVH PDUNHWV FOHDU DQG ODQGORUGV DUH LQGLmHUHQW
EHWZHHQ UHQWLQJ D oDW DQG KROGLQJ EDQN GHSRVLWV 7KH HTXLOLEULXP UHQW 5WL VW K X V
GHWHUPLQHG E\ WKH QRDUELWUDJH FRQGLWLRQ 5W   T)
W b T)
W￿￿   UW
7R KLJKOLJKW WKH GLmHUHQWLDO HmHFWV RI LQFRPH VKRFNV DQG FUHGLW OLEHUDOLVDWLRQ RQ RZQHU
RFFXSDQF\ RI \RXQJ KRXVHKROGV ZH IRFXV RQ D FRQnJXUDWLRQ RI RXU PRGHO VXFK WKDW WKH
SDWWHUQ RI KRXVLQJ FKRLFHV LQ VWHDG\ VWDWH HTXLOLEULXP LV DV LQ )LJXUH  ZKLFK VKRZV
WKH UHVXOWV RI WKH HQGRISHULRG WUDGH LQ GZHOOLQJV￿ :H DVVXPH SUHIHUHQFH SDUDPHWHUV
DQG LQFRPH SURnOHV VXFK WKDW LQ HTXLOLEULXP \RXQJ DJHQWV PRYH RXW RI WKHLU SDUHQWV

LQ WKH HFRQRP\ LV FRQVWUDLQHG E\ WKHLU ODFN RI OLTXLGLW\ GXULQJ WKH HDUO\ VWDJHV RI OLIH 7KLV LV ZLGHO\
VXSSRUWHG E\ WKH HPSLULFDO HYLGHQFH FI WKH UHIHUHQFHV LQ 2UWDOR0DJQu H DQG 5DG\ 
￿,Q WKH HTXLOLEULXP FRQVWUXFWHG EHORZ DOO DJHQWV RI D JLYHQ FRKRUW RZQ D KRXVH DW DJH  :H FDQ
WKLQN RI WKH KRXVLQJ SUHIHUHQFHV RI ROGHU DJHQWV DV EHLQJ GHWHUPLQHG E\ D UDQGRP GUDZ DW WKDW DJH 6LQFH
LQFRPHV QR ORQJHU LQoXHQFH KRXVLQJ FKRLFHV DIWHU DJH  LW LV FRQYHQLHQW DQG ZLWKRXW ORVV RI JHQHUDOLW\
WR XVH RQH DQG WKH VDPH LQGH[ WR GHVFULEH DJHQWV
 LQFRPHV ZKLOH \RXQJ DQG WKHLU SUHIHUHQFHV ZKLOH ROG
￿)RU H[DPSOH L) LV WKH QDPH RI WKH SRRUHVW DJHQW RI DJH  ZKR EX\V D oDW DW WKH HQG RI WKH
























)LJXUH  (QG RI SHULRG VWHDG\ VWDWH KRXVLQJ FKRLFHV E\ DJH JURXSV
KRPH DV VRRQ DV WKH\ FDQ DmRUG WR UHQW D oDW 6LPLODUO\ \RXQJ DJHQWV EX\ D oDW RU
KRXVH DV VRRQ DV WKH\ FDQ DmRUG WKH UHVSHFWLYH GRZQSD\PHQW 6RPH DJHQWV FDQ DmRUG
WR UHQW D oDW DW WKH HQG RI WKHLU nUVW SHULRG RI OLIH ZKLOH RWKHUV PXVW VWD\ ZLWK WKHLU
SDUHQWV IRU WZR SHULRGV GXH WR ODFN RI UHVRXUFHV $W DJH  HYHU\RQH KDV DFFXPXODWHG
HQRXJK ZHDOWK WR SXUFKDVH D KRXVH $W WKH HQG RI WKHLU DJH  SHULRG VRPH DJHQWV VHOO
WKH KRXVH DQG PRYH LQWR D oDW EHFDXVH WKHLU XWLOLW\ SUHPLXP IRU D KRXVH KDV GHFUHDVHG
$W WKH HQG RI WKHLU OLYHV DOO DJHQWV VHOO WKHLU GZHOOLQJV FRQVXPH WKHLU ZHDOWK DQG GLH
:LWK VXFK SDUDPHWHUV WKH UHODWLRQVKLS EHWZHHQ DQ DJHQW
V QDPH DQG W\SH RI GZHOOLQJ LV
PRQRWRQLF ZLWKLQ HDFK FRKRUW :H FDQ WKHUHIRUH LQWURGXFH DJHGHSHQGHQW FXWRm LQGLFHV
IRU UHQWDO RI D oDW L5
W  DQG L5
W  RZQHU RFFXSDWLRQ RI D oDW L)
W  DQG L)
W  DQG
RZQHU RFFXSDWLRQ RI D KRXVH L+
W  DQG L+
W 
7ZR IHDWXUHV RI WKLV PRGHO FRQnJXUDWLRQ DUH QRWHZRUWK\ )LUVW WKH PDUJLQDO KRXVH
EX\HU LQ WKH VHFRQG SHULRG LV D oDW RZQHU 7KLV LV QHFHVVDU\ LI FDSLWDO JDLQV RQ oDWV DUH
WR LQoXHQFH KRXVLQJ GHPDQG LQ HTXLOLEULXP 6HFRQG VRPH SHRSOH VWD\ ZLWK WKHLU SDUHQWV
IRU PRUH WKDQ RQH SHULRG 7KLV DOORZV XV WR VWXG\ oXFWXDWLRQV LQ WKH UDWH RI HQWU\ RI
\RXQJ KRXVHKROGV LQWR WKH KRXVLQJ PDUNHW
6ROYLQJ IRU HTXLOLEULXP SULFHV LV VWUDLJKWIRUZDUG ,W nUVW UHTXLUHV FKDUDFWHULVLQJ WKH
UHOHYDQW FXWRm LQGLFHV %\ GHnQLWLRQ DJHQW L5
W  KDV DQ HQGRZPHQW DW DJH  MXVW VXp
FLHQW WR SD\ WKH UHQW RQ D oDW 7KH WRWDO ZHDOWK RI DJHQWL5
W  DW DJH  DOVR HTXDOV WKH UHQW
0DUNHW FOHDULQJ LPSOLHV WKDW WKH QXPEHU RI DJHQWV OLYLQJ ZLWK D SDUHQW L5
W L5
W 
EH HTXDO WR WKH WRWDO QXPEHU RI DJHQWV PLQXV WKH QXPEHU RI GZHOOLQJV b 6) b 6+
7KLV FRQGLWLRQ FRPELQHG ZLWK WKH GHnQLWLRQV RI L5
W  DQG L5
W  \LHOGV WKH HTXLOLEULXP
UHQW ZKLFK LQ WXUQ GHWHUPLQHV WKH ODZ RI PRWLRQ RI WKH oDW SULFH E\ WKH QRDUELWUDJH
FRQGLWLRQ VWDWHG DERYH
+DYLQJ ERXJKW D oDW DW W b  DQG HDUQHG LQFRPH IRU WZR SHULRGV DJHQW L+
W  KDV
MXVW HQRXJK QHW ZRUWK DW WLPH W WR DmRUG WKH GRZQSD\PHQW RQ D KRXVH DIWHU VHOOLQJ KHU
oDW :KLOH DOO WKH FXWRm LQGLFHV FRQVLGHUHG VR IDU DUH EDFNZDUG ORRNLQJ LH GHSHQG RQ
SUHYLRXV DQG FXUUHQW LQFRPHV UHQWV DQG SULFHV WKH FXWRm LQGH[ L+
W  LV IRUZDUG ORRNLQJ
7KLV LQGH[ GHSHQGV RQ SUHIHUHQFHV DQG DQWLFLSDWHG XVHU FRVWV ,W LV WKH QDPH RI WKH DJH
 LQGLYLGXDO DW WLPH W IRU ZKRP WKH XWLOLW\ SUHPLXP RI OLYLQJ LQ D KRXVH DW WLPH W 
LV HTXDO WR WKH GLmHUHQFH EHWZHHQ WKH KRXVH DQG oDW XVHU FRVWV H[SUHVVHG LQ WLPH W 
WHUPV 6ROYLQJ IRU L+
W  DQG L+
W  DQG LQVHUWLQJ WKHP LQ WKH PDUNHW FOHDULQJ FRQGLWLRQ
IRU KRXVHV \LHOGV WKH ODZ RI PRWLRQ RI WKH KRXVH SULFH
7KH FKDUDFWHULVDWLRQ RI WKH UHQWDO SULFH RI oDWV DQG WKH LQGH[ L+
W  SURYLGHV D VLPSOH
LQWXLWLRQ IRU WKH IXQGDPHQWDO GHWHUPLQDQWV RI KRXVLQJ SULFHV LQ WKLV IUDPHZRUN WKH
LQFRPH RI DJH  DQG  DJHQWV GHWHUPLQHV WKH UHQW DQG KHQFH WKH SULFH RI oDWV ZKLOH WKH
SULFH RI KRXVHV LV WKH SULFH RI oDWV SOXV WKH PDUJLQDO ROG DJHQW
V XWLOLW\ SUHPLXP
 $ 3HUPDQHQW ,QFUHDVH LQ ,QFRPH
,Q WKLV VHFWLRQ ZH LQYHVWLJDWH WKH HmHFW RI D SHUPDQHQW LQFRPH VKRFN RQ KRXVLQJ SULFHV
DQG RZQHU RFFXSDQF\ UDWHV LQ RUGHU WR FDSWXUH D nUVW HOHPHQW RI WKH H[SHULHQFH RI WKH
(LJKWLHV :H nUVW FRPSDUH VWHDG\ VWDWHV DQG WKHQ DQDO\VH WUDQVLWLRQ G\QDPLFV GXULQJ
VXFFHVVLYH SHULRGV RI LQFRPH JURZWK WRZDUG D QHZ VWHDG\ VWDWH :H GHnQH:W  
UWb￿ZWb￿  ZW DQG LQGLFDWH VWHDG\ VWDWH YDULDEOHV E\ RPLWWLQJ WKH WLPH VXEVFULSW
)LUVW ZH FRQVLGHU DQ HTXLSURSRUWLRQDO ULVH LQ LQFRPH IRU DOO FRKRUWV 6LQFH  
mL5Z    mL5:   5 E\ GHnQLWLRQ WKLV LQFRPH ULVH OHDYHV ERWK L5
DQG L5 XQFKDQJHG ZKLOH WKH VWHDG\ VWDWH UHQW 5 LQFUHDVHV LQ SURSRUWLRQ ZLWK LQFRPH
7KH VWHDG\ VWDWH oDW SULFH T)    U5 U LQFUHDVHV E\ WKH VDPH IDFWRU
7KH PDUJLQDO DJHQWV L) DQG L) KDYH DFFXPXODWHG MXVW HQRXJK ZHDOWK WR DmRUG
WKH GRZQSD\PHQW RQ D oDW ZLWK WKH DJHQW L) KDYLQJ UHQWHG LQ WKH SUHYLRXV SHULRG
LH   mL )Z   b oT) DQG   mL ): b   U5   b oT) 7KH
UHQW DQG WKH oDW SULFH LQFUHDVH E\ WKH VDPH SURSRUWLRQ DV LQFRPH VR ERWK L) DQG
L) DUH XQFKDQJHG 'LVUHJDUGLQJ DJHQWV ZKR KDYH QRW \HW HQWHUHG WKH KRXVLQJ PDUNHW
WKH RZQHU RFFXSDQF\ UDWHV RI WKH DJH  DQG  FRKRUWV DUH > b L)@ > b L5@ DQG
> b L)@ > b L5@ UHVSHFWLYHO\￿ 7KHVH DOVR UHPDLQ FRQVWDQW DFURVV VWHDG\ VWDWHV
VLQFH QRQH RI WKH UHOHYDQW FXWRm LQGLFHV FKDQJH
7KH VWHDG\ VWDWH SULFH RI KRXVHV LV VXFK WKDW WKH GLmHUHQFH EHWZHHQ WKH FRVW RI KROGLQJ
D KRXVH IRU RQH SHULRG DQG WKH FRVW RI KROGLQJ D oDW IRU RQH SHULRG HTXDOV WKH XWLOLW\
SUHPLXP RI WKH PDUJLQDO DJH  oDW EX\HU LH UT+ bT) X+ sL + $JH  DJHQWV
LQWHUDFW ZLWK DJH  DJHQWV RQ WKH PDUNHW IRU KRXVHV 7KH SRRUHVW DJH  DJHQW ZKR FDQ
D m R U GW RE X \DK R X V HL VL+ GHWHUPLQHG E\   mL +: b UT)   b oT+ $
QHZ VWHDG\ VWDWH KRXVH SULFH DW RU EHORZ LWV LQLWLDO OHYHO ZRXOG LPSO\ ERWK D ORZHU L+
VLQFH WKH oDW SULFH LV KLJKHU DQG D ORZHU L+ VLQFH WKH ULVH LQ LQFRPH LV RQO\ SDUWO\
RmVHW E\ WKH ULVH LQ WKH XVHU FRVW RI D oDW 7KLV LV LQFRPSDWLEOH ZLWK FOHDULQJ RI WKH
PDUNHW IRU KRXVHV VR WKH QHZ VWHDG\ VWDWH KRXVH SULFH PXVW EH DERYH LWV LQLWLDO OHYHO
,Q WKH IROORZLQJ ZH FRQVLGHU WKH WUDQVLWLRQ WR WKH QHZ VWHDG\ VWDWH 6WDUWLQJ IURP DQ
LQLWLDO VWHDG\ VWDWH DW W   VXSSRVH WKDW LQFRPH IRU ERWK \RXQJHVW FRKRUWV LQFUHDVHV E\
D IUDFWLRQ }! SHU SHULRG IRU 7 b  SHULRGV DQG WKHQ UHPDLQV FRQVWDQW $VVXPH WKDW
￿5HFDOO WKDW KRXVHKROGV FRPSOHWH SURSHUW\ WUDQVDFWLRQV DW WKH HQG RI D SHULRG EHIRUH DFWXDOO\ RFFX
S\LQJ WKHLU SURSHUW\ GXULQJ WKH IROORZLQJ SHULRG
WKH nUVW LQFUHDVH LV QRW DQWLFLSDWHG ZKLOH VXEVHTXHQW LQFUHDVHV DUH SHUIHFWO\ IRUHVHHQ $W
W   WKH QHW ZRUWK RI DJH  DJHQWV LV  } WLPHV WKDW RI WKHLU SUHGHFHVVRUV RQH SHULRG
HDUOLHU $JH  DJHQWV KDYH HQMR\HG DQ LQFRPH LQFUHDVH DW W   EXW QRW DW W   ,Q
SDUWLFXODU WKH QHW ZRUWK RI DJH  DJHQWV ZKR GLG QRW PRYH RXW RI WKHLU SDUHQWV
 KRPH
D WD J HL VO H V VW K D Q} WLPHV WKDW RI WKHLU SUHGHFHVVRUV +HQFH WKH UHQW LQFUHDVHV
E \DI D F W R UO H V VW K D Q} RYHU WKH nUVW SHULRG RI WKH WUDQVLWLRQ $W W   WKH LQLWLDO
VWHDG\ VWDWH LQFRPH QR ORQJHU HQWHUV WKH QHW ZRUWK RI DJH  DJHQWV VR ERWK JURXSV RI
SRWHQWLDO nUVWWLPH EX\HUV HQMR\ WKH VDPH ULVH LQ QHW ZRUWK UHODWLYH WR WKHLU SUHGHFHVVRUV
7KHUHIRUH WKH UHQW LQFUHDVHV E\ WKH IDFWRU  } EHWZHHQ W   DQG W   7KLV LQFUHDVH
UHSHDWV LWVHOI LQ DOO SHULRGV XS WR W   7 b  $W W   7 WKH LQFRPH RI DJH  DJHQWV LV WKH
VDPH DV WKDW RI WKHLU SUHGHFHVVRUV ZKLOH WKH QHW ZRUWK RI DJH  DJHQWV ZKR GLG QRW HQWHU
WKH KRXVLQJ PDUNHW DW DJH  LV KLJKHU WKDQ WKDW RI WKHLU SUHGHFHVVRUV 7KLV LPSOLHV WKDW
DOWKRXJK LQFRPHV KDYH QRW ULVHQ WKH UHQW RQ oDWV FRQWLQXHV WR LQFUHDVH IURP7 bW R7
VR WKDW WKH RYHUDOO LQFUHDVH LQ WKH VWHDG\ VWDWH UHQW LV LQ OLQH ZLWK WKH WRWDO LQFUHDVH LQ
LQFRPH
6LQFH WKH oDW SULFH LV WKH SUHVHQW YDOXH RI FXUUHQW DQG IXWXUH UHQWV WKH UDWLR RI oDW
SULFH WR UHQW LV H[DFWO\ WKH VDPH LQ WKH QHZ VWHDG\ VWDWH DV LQ WKH LQLWLDO RQH DQG DERYH
WKLV VWHDG\ VWDWH OHYHO GXULQJ WKH WUDQVLWLRQ W   7 b  7KLV LPSOLHV WKDW WKH
RZQHU RFFXSDQF\ UDWHV RI DJH  DQG DJH  DJHQWV DUH EHORZ WKHLU VWHDG\ VWDWH OHYHOV GXULQJ
WKH WUDQVLWLRQ
:KLOH WKH SULFH RI oDWV LV RQ WKH ULVH \RXQJ oDW RZQHUV HQMR\ FDSLWDO JDLQV ZKLFK
LQFUHDVH WKHLU QHW ZRUWK DQG KHOS WKHP DmRUG D KLJKHU GRZQSD\PHQW 7KH UHVXOWLQJ
H[WUD GHPDQG IRU KRXVHV PD\ SXVK WKH SULFH RI KRXVHV DERYH LWV QHZ VWHDG\ VWDWH OHYHO
VR WKDW UHSHDW EX\HU SURSHUWLHV DSSUHFLDWH PRUH WKDQ nUVWWLPH EX\HU SURSHUWLHV
7KLV FRPSOHWHV RXU FKDUDFWHULVDWLRQ RI WKH HmHFW RI DQ HTXLSURSRUWLRQDO LQFRPH FKDQJH
LQ RXU PRGHO HFRQRP\ 7KH HYLGHQFH SUHVHQWHG LQ WKH LQWURGXFWLRQ LQGLFDWHV WKDW WKH
LQFRPH LQFUHDVH RI  \HDU ROG KRXVHKROGV ZDV ODUJHU WKDQ WKDW RI WKH  \HDU ROGV
7KLV IHDWXUH RI WKH GDWD FDQ EH PRGHOOHG KHUH E\ D KLJKHU UDWH RI JURZWK RIZ UHODWLYH
WR Z 7KH RQO\ GLmHUHQFH ZLWK WKH HmHFWV RI DQ HTXLSURSRUWLRQDO LQFRPH LQFUHDVH LV
WKDW DJH  DJHQWV QRZ KDYH DQ DGYDQWDJH RYHU DJH  DJHQWV LQ WKH FRPSHWLWLRQ IRU ERWK
UHQWHG DQG RZQHG oDWV +HQFH LQ WKH QHZ VWHDG\ VWDWH WKH RZQHU RFFXSDQF\ UDWH RI DJH
 DJHQWV LV KLJKHU DQG WKDW RI DJH  DJHQWV LV ORZHU 'XULQJ WKH WUDQVLWLRQ ERWK RZQHU
RFFXSDQF\ UDWHV GHFUHDVH EXW FRPSDUHG WR DQ HTXLSURSRUWLRQDO LQFRPH ULVH OHVV VR IRU
DJH  DJHQWV DQG PRUH IRU DJH  DJHQWV
,Q VXPPDU\ RXU PRGHO SUHGLFWV WKDW D SURJUHVVLYH LQFUHDVH LQ LQFRPH SURPSWV DQ
LQFUHDVH LQ KRXVLQJ SULFHV ZLWK D GHFUHDVH LQ RZQHU RFFXSDQF\ IRU \RXQJ KRXVHKROGV
GXULQJ WKH WUDQVLWLRQ :KLOH WKH SUHGLFWLRQ IRU SULFHV LV TXDOLWDWLYHO\ FRQVLVWHQW ZLWK WKH
HPSLULFDO HYLGHQFH WKH SUHGLFWLRQ IRU RZQHU RFFXSDQF\ UDWHV LV DW RGGV ZLWK WKH REVHUYHG
LQFUHDVH GXULQJ WKH 8. ERRP RI WKH PLG(LJKWLHV 4XDQWLWDWLYHO\ RXU WKHRU\ SUHGLFWV
KRXVLQJ SULFHV WR ULVH LQ OLQH ZLWK WKH LQFRPH RI \RXQJ KRXVHKROGV KHQFH E\ OHVV WKDQ WKH
REVHUYHG  7KLV VXJJHVWV WKDW D ULVH LQ SHUPDQHQW LQFRPH DORQH FDQQRW KDYH EHHQ
UHVSRQVLEOH IRU WKH KRXVLQJ PDUNHW G\QDPLFV GXULQJ WKH ERRP
 )LQDQFLDO /LEHUDOLVDWLRQ
:H QRZ WXUQ WR FUHGLW PDUNHW OLEHUDOLVDWLRQ LQ RUGHU WR LQYHVWLJDWH ZKHWKHU LW FDQ H[SODLQ
WKH ULVH LQ RZQHU RFFXSDQF\ GXULQJ WKH ERRP :H FDSWXUH WKH UHOD[DWLRQ RI WKH GRZQ
SD\PHQW FRQVWUDLQW WKURXJK DQ LQFUHDVH RI WKH SDUDPHWHU o WKH PD[LPDO UDWLR RI ORDQ
WR SURSHUW\ YDOXH 7KH SULFH RI oDWV GHSHQGV RQ WKH UHQW ZKLFK LQ WXUQ GHSHQGV RQ WKH
LQFRPH RI \RXQJ KRXVHKROGV WKH LQWHUHVW UDWH DQG WKH VXSSO\ RI GZHOOLQJV +HQFH WKH oDW
SULFH LV QRW DmHFWHG E\ D FKDQJH LQ o￿ +RZHYHU UHOD[LQJ WKH GRZQSD\PHQW UHTXLUHPHQW
LQFUHDVHV WKH DELOLW\ RI DJH  KRXVHKROGV WR SD\ IRU D KRXVH $V D FRQVHTXHQFH WKH VWHDG\
VWDWH KRXVH SULFH LQFUHDVHV ZLWK o
$ UHOD[DWLRQ RI WKH FUHGLW FRQVWUDLQW DOVR DOORZV PRUH DJHQWV RI DJH  DQG  WR DFTXLUH
D oDW UDLVLQJ WKH RZQHU RFFXSDQF\ UDWHV RI WKHVH FRKRUWV LQ WKH VXEVHTXHQW SHULRG $V
WKH UHODWLYH LQFRPH GLmHUHQFH EHWZHHQ DQ\ WZR DJHQWV RI D JLYHQ FRKRUW LV WKH VDPH LQ
HDFK SHULRG WKH UHODWLYH QHW ZHDOWK GLmHUHQFH EHWZHHQ WKHP LQFUHDVHV RYHU WLPH ,Q
SDUWLFXODU WKH ZHDOWK GLVWULEXWLRQ ZHDOWK DV D IXQFWLRQ RI WKH QDPH DW DJH  LV OHVV
VWHHS WKDQ WKDW DW DJH  7KLV LPSOLHV WKDW D UHGXFWLRQ LQ WKH UHTXLUHG GRZQSD\PHQW RQ
D oDW KDV D VWURQJHU HmHFW RQ WKH \RXQJHU RI WKH WZR FRKRUWV￿ $V D FRQVHTXHQFH WKH
RZQHU RFFXSDWLRQ UDWH DW DJH  LQFUHDVHV PRUH LQ UHODWLYH WHUPV WKDQ WKDW DW DJH 
,Q VXPPDU\ FUHGLW OLEHUDOLVDWLRQ ERRVWV WKH KRXVH SULFH LQ WKH PRGHO DQG UDLVHV WKH
RZQHU RFFXSDQF\ UDWHV RI \RXQJ KRXVHKROGV
 $ 7UDQVLWRU\ )DOO LQ ,QFRPH
,Q RXU PRGHO ZH FRXOG H[SODLQ D WHPSRUDU\ GHFUHDVH LQ \RXQJ KRXVHKROGV
 RZQHU RFFX
SDQF\ UDWHV GXULQJ D KRXVLQJ EXVW E\ UHYHUVLQJ WKH GLUHFWLRQ RI WKH VKRFNV FRQVLGHUHG
LQ WKH SUHYLRXV WZR VHFWLRQV ,Q RWKHU ZRUGV ZH FRXOG DVVXPH WKDW WKH EXVW ZDV WKH
FRQVHTXHQFH RI D SHUPDQHQW GHFUHDVH LQ H[SHFWHG LQFRPH WRJHWKHU ZLWK D WLJKWHQLQJ RI
WKH DFFHVV WR PRUWJDJH FUHGLW +RZHYHU VXFK DQ DSSURDFK GRHV QRW VHHP DGHTXDWH ZLWK
UHJDUGV WR WKH 8. H[SHULHQFH IURP  WR  :KLOH EDQNV PRVW OLNHO\ WLJKWHQHG
WKHLU OHQGLQJ UHTXLUHPHQWV DW WKH PDUJLQ GXULQJ WKH GRZQWXUQ WKH nQDQFLDO OLEHUDOLVD
WLRQ RI WKH (LJKWLHV ZDV FHUWDLQO\ QRW UHYHUVHG LQ WKH HDUO\ 1LQHWLHV 0RUHRYHU JLYHQ WKH
JHQHUDOO\ REVHUYHG XSZDUG WUHQG RI LQFRPH D WHPSRUDU\ LQFRPH GHFUHDVH VHHPV D PRUH
UHDOLVWLF PRGHOOLQJ RI KRXVHKROGV
 LQFRPH H[SHFWDWLRQV DW WKH EHJLQQLQJ RI WKH 1LQHWLHV
,Q UHVSRQVH WR VXFK D WUDQVLWRU\ QHJDWLYH VKRFN WR LQFRPH ERWK WKH UHQW DQG WKH SULFH
RI oDWV LQ RXU PRGHO IDOO EHORZ WKHLU LQLWLDO VWHDG\ VWDWH OHYHOV EHIRUH HYHQWXDOO\ UHDFKLQJ
WKHP DJDLQ $V WKH oDW SULFH LV WKH SUHVHQW YDOXH RI FXUUHQW DQG IXWXUH UHQWV WKH UDWLR
￿7KLV LV WKH UHVXOW RI RXU H[WUHPH DVVXPSWLRQ WKDW WKHUH LV IULFWLRQOHVV FRQYHUVLRQ RI oDWV IURP UHQWDO
WR RZQHU RFFXSDWLRQ KHQFH SHUIHFW DUELWUDJH EHWZHHQ EDQN KROGLQJV DQG LQYHVWPHQW LQ oDWV 7KH
LQWURGXFWLRQ RI VRPH IULFWLRQV KHUH ZRXOG PDNH WKH oDW SULFH VHQVLWLYH WR FKDQJHV LQ WKH ERUURZLQJ
FRQVWUDLQW
￿$Q LQFUHDVH LQ o E\ co LH D GHFUHDVH LQ WKH UHTXLUHG GRZQSD\PHQW E\ coT )
W  ORZHUV L)
W  E\
coT )
W  mZW DQG L)
W  E\ coT )
W  m:W ZKLFK LV OHVV VLQFH ZW : W
RI oDW SULFH WR UHQW LV DERYH LWV VWHDG\ VWDWH OHYHO GXULQJ WKH WUDQVLWLRQ 7KLV FDXVHV D
WHPSRUDU\ IDOO LQ RZQHU RFFXSDQF\ UDWHV RI DJH  DQG  KRXVHKROGV
 &RQFOXGLQJ 5HPDUNV
:H KDYH VKRZQ WKDW DQ H[WHQVLRQ RI WKH OLIHF\FOH PRGHO SURSRVHG LQ 2UWDOR0DJQu H DQG
5DG\  FDQ H[SODLQ REVHUYHG FRPRYHPHQWV RI KRXVLQJ SULFHV DQG RZQHU RFFXSDQF\
UDWHV RI \RXQJ KRXVHKROGV DV DQ HTXLOLEULXP UHVSRQVH WR LQFRPH DQG FUHGLW PDUNHW VKRFNV
$VVXPLQJ WKDW WKH SRVLWLYH LQFRPH VKRFN GXULQJ WKH 8. KRXVLQJ ERRP RI WKH (LJKWLHV
ZDV SHUFHLYHG DV SHUPDQHQW ZH nQG WKDW HDVLQJ WKH DFFHVV WR PRUWJDJH FUHGLW ZDV FUXFLDO
WR WKH REVHUYHG LQFUHDVH LQ WKH RZQHU RFFXSDQF\ UDWH RI \RXQJ KRXVHKROGV GXULQJ WKDW
ERRP 7KH HYLGHQFH IURP WKH VXEVHTXHQW KRXVLQJ EXVW E\ FRQWUDVW LV LQ DJUHHPHQW ZLWK
RXU PRGHO
V SUHGLFWLRQ IRU D WHPSRUDU\ GRZQWXUQ LQ LQFRPH
7R WKH H[WHQW WKDW WKH FUHGLW PDUNHW OLEHUDOLVDWLRQ RI WKH HDUO\ (LJKWLHV ZDV D RQHRm
HYHQW ZH GR QRW H[SHFW IRUWKFRPLQJ KRXVLQJ ERRPV WR LQYROYH VLPLODUO\ ODUJH LQFUHDVHV LQ
WKH RZQHU RFFXSDQF\ UDWH RI \RXQJ KRXVHKROGV 7KH FUXFLDO UROH RI nQDQFLDO OLEHUDOLVDWLRQ
PD\ DOVR H[SODLQ ZK\ VLJQLnFDQW oXFWXDWLRQV LQ RZQHU RFFXSDQF\ DSSHDU WR EH D XQLTXH
IHDWXUH RI WKH ERRP LQ WKH (LJKWLHV +ROPDQV 
:H KDYH QRW DGGUHVVHG RWKHU IDFWRUV WKDW PD\ KDYH DPSOLnHG WKH KRXVLQJ ERRP
VXFK DV GHPRJUDSKLF FKDQJHV RU FKDQJHV LQ LQWHUHVW UDWHV ,W VKRXOG EH REYLRXV WKDW DQ
LQFUHDVH LQ WKH VL]H RI WKH HQWHULQJ FRKRUWV DV ZLWQHVVHG LQ WKH (LJKWLHV FRXOG KDYH ODUJH
HmHFWV RQ KRXVLQJ SULFHV LQ RXU IUDPHZRUN $V WR LQWHUHVW UDWHV \RXQJ KRXVHKROGV
 RZQHU
RFFXSDQF\ LV XQDmHFWHG E\ WKH ERUURZLQJ UDWH LQ RXU PRGHO DQG SRVLWLYHO\ UHODWHG WR
WKH VDYLQJV UDWH +HQFH D GHFUHDVH LQ LQWHUHVW UDWHV RQ LWV RZQ ZRXOG QRW SURGXFH WKH
REVHUYHG LQFUHDVH LQ RZQHU RFFXSDQF\ UDWHV
5HIHUHQFHV
$WWDQDVLR 2UD]LR 3 DQG *XJOLHOPR :HEHU  ?7KH 8. FRQVXPSWLRQ ERRP RI WKH ODWH
V $JJUHJDWH LPSOLFDWLRQV RI PLFURHFRQRPLF HYLGHQFH(FRQRPLF -RXUQDO 
+ROPDQV $ODQ  ?:KHUH KDYH DOO WKH nUVWWLPH EX\HUV JRQH" (VWLPDWLQJ WKH nUVWWLPH
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